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• FCC: staff. at a ••eiAg, indicae.. 8up;rol"C fo= ball.Z2.C.-c! acceu cbazp
:.fON

• P%~ thruat of refoOl b CO &'epl4Ce variul. 'It" tiace4 eoac. on
:I2UDh jua~ic. a.i..
• We i:NaU.". conu.xt: of 1'~0Z1I 4i.~.ion. pos1ci.ve for talco.

-·or~I-~·••-··••~_·_.-····~_··••-·•••--~·_--~··_-_···.--------.-.-••••
Y.atarday, .eve~al other Wall St~.et analyst. and I met with .
senior staff membe~. of the Pe4eral C~catiOD. Commission
(reC) Offtee of Plan. and Policy to di.cu.. access char~e ~eform.

The intent of the lIl.etl~ wu to provide SOD\e input to the FCC as
to 1nv..to~ expectation. for access charge reform. Thu., ebere
wa. a lot of diacussian at the meeting .a to ehe objective. of
acce.. charge zeform (which all air.ed was to align the &cces.
cha~g. rate sr.ructur. with cose.). the 4esirability of a flash
cue or pna.ec!-in cbaZlge in ehe .tzoucture, and the political
problems w1eh impl-.ctat.icm reform. While the sta.ff
eharacter1zed 1tself •• still being 1n a fact-finding mode, their
co_ents indicated a p~edi.spoaie1on toward balanced reform from a
revenue 8tandpo1nt, with IDOst of the revenues recovered. on ..
fixed ratbe%' e.ban v~iaDle Gas!.. '!'his would be highly
beneficial to ~b. ce1coa aDd conaiatane wieh our expectations a.
cU.cua• ..s in au: indu.try repoze l"e1•••84 on Februaxy 21 anc1 our
Pe]::)ruary 7 Call Note. we continue to recOIDena p~J:cha8e of
telephone 51:QQU generally.

In the •••tiag I tbeze was §8D8ral agreement by the .taff that:
(1) the cent. pc: miDue. charge. n••d to be alJDost entirely
elim1aated &Dd replace4 by a flat: per-monch ace••• CMr§., to be
81th.~ p&1cl by the e.4 laC or the long-ell.tcc. ~ompcy, and
(2) t:b.i.. ~eba1aJ1ci.ng .hould be accorAPlished on a rough ju.stice
baais f~QD the telco. standpoint.

Tha ton.e of the latt:_ cODllDAnt.a was that rouQh justice could. b.
interp~eteQ in two way.t
(1.) it! raee re4uctlons conti.nu. to be dictil.tad by the PeC, ,~J:ough



juaeice mi~ht 1nvolve a $1 Dillion ~ate cut, i.e. variable
cb~ge8 rec1ucecS by $8 ))illiol1 or $9 bil110n aM J:.placed by $7
billion-SS billion of flat-bas.d revenue. in the first year; or
(~) a shar,par--$2 billio~-$' bil11an net--rate cue in the first
yeU with no tu:r:ther cuts requi,red in subseq\.1ent perioc!.s.

Addietonal1y, it was noted that tbe eelecs would benefit from
re.tructuring rates f~am • variable to a per-Access line basil
since high usage LD customers would become more equa.l1ze4. In
aummary, we believe the overall tenor of ens cliscussJ.on wu quite
positive for the telco••

'rior to thi. me.ting, on Pebruar,y 24, in a 'P.ech before the
Communications Cc.mietee of the National ~.ociatio.n of
Regulatory Otility Comm1ss1o~er., Pee Chairman aeed Hundt
outlinec:l his C\ttJ:ent. view_ on access charge refoal. Chairman
Hu:dt inc:li.cated that tear••hould·be a sigllific&D.t Itap-down in
usage based acce•• rate., to be recovered by the teleos through
flat, p.~ ace... line rates. He did note tba~ the aceess line
cbarge. n••d Dot be a~lar &C~os. all lin•• , which wo~ld be •
seep away from cose-ba&e4 pricing. Se also not.ad that in a
tranaition ~o compet1tive market. , tb~e may al.o be historical
costs that Al'e c1i.fficult to recovc:. We think this is p:a:obably
co~rect ~ut we also think that ovarall 1~.try euts of about
$1.5 billion to $2 b11110D per year OVeZ' a 3-5 period largely
corrects a lot o~ the.. d1screpanc:1e.. IJ\ swtll\8.ry I and. Dot
suzPrisino-ly, Chatman Hundt. c:ommct. in h18 apeec:h ware
co~1.tent with the views .xPr••••d ~ the Staff at yesterdays
meeting •...~._..-.._.-....~---_..-.---..--'~-.---.--- ....-.-...•.••........•.-.....-
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Ye.tar4ay, .eve~al other WallSt~eet analyst. and I met with .
senior staff members of the Pedaral e~e.tiOQ. Cammis,ion
(reC) Off1ce of Plane and Policy to di.~us. access charge reform.
The intent of the .eet1Dg wu to provi4e SOll\8 input to the FCC: as
to 1nv..tol' axpectatiozw foZ' access cbar~e reform. ThUl, *ere
wae a lot of diacus,ion at. the ....t.ing ... to eM o~~ect.1ve. ot
access charge z8fo~ (which all a;~ec4 wa. to align the access
cha~g. rate S1:rw:ture with cosu), the desirability o! a flash
cut. or phaaed-in chaAqa in ehe .tzouctura, and the politi-cal
problems wit.h impl..-ntation reform. While the staff
characterized 1tself as still being in a fact-finding mode. their
comment. indicated a pradispoaie1on toward balanced refo~ from &
X'ev~u. staDdpoint, with most of the revenues recovered on a
fixe4 ra~ c.11an var.i.~la A8ia. '1'bill would be highly
~eficial to tbe celcoa aDd consistent w!~ our expectaeiona al
,Uacu.aees in cna industry report raleasacl on Februaz=y 21 and our
P.lOruary 7 Call Hot.. W. contin"e to recOllDencl p~J:cM8e of
telephone atock8 gecerally.

Il\ the meetiDg, theZ'e was cren-ral agreement by the staff ebat:
(1) the cents per mi.Dute charge. neeel to be a1JDost ent1~ely

eliminated aDd replaced by a flat par-mon~h ace••, charge, to be
e1th.~ pa14 by the Q4 \1aez or the long-distance company, &ad
(2) ebi.a l:e]:)aJ,aDci.ng shoUld be acc~lisfted. OD a rough justice
baa1. fl'OIIl the telcoa atuapo:1nt. .

The tona of ~ latter commanea we. tha~ rough ju-tice could be
inter»Z'etecl in two way. t

(2,) i! rate re4uct;i.ona continue to be dictated by th. PeC, .~Z'ough



iuaeiee might 1nVolve a $1 billion J:at. cut, i.e. quiable
charges reduced by $8 billion or $9 billion aM I:aplac:ed by $7
billion-S8 billion of flat-base4 revenue. in the first yearl or
(~) a .~et--$2 billioA-$f billion n.t--rate cut in the first
year with no further cuts requ;i,red in Subaeql.lClt period.t.

AQdie1onally, it was noted that th. telcos would benefit from
re.tructuring ~.t.s from • va:1able to a pe~·ac:ce8s line baa1s
since h1gh usage LD customers would ):)ecom. more equalizec!. In
.ummary, we Delieva en. overall tenor of the diseussJ.on wu quit.
positive for the telco••

'rior to tbia m.eting, on Feb~ar,y 2', in a ~eech before the
Communications Committee of the Mational A.sociation of
RecrUlatory Utility Coaias10l1u8, PeC Chairman Reed Rundt
o\Ltl1ned. his cur~ent. viewa on acc:ess charge reform. Chairman
HUDdt incUc:ateci that there .hould ·be a significant step-down in
usage based ace••• rate., to be recovered by the talcos througb
flat, per aco... lift. rates. He did note thae the acc.ss line
cbarsr.. need Dot be aiDdlu acZ"o.. all lin•• , which wou·lc1 be a
.tap away froza cost-baaed pricing. Se also Doted that in a
traDaition eo cODPetitive markets, th~e may also be hi.eorieal
case. that Are ctiffic:ult to recove:. We think this 1. probably
eo:rect but we a180 tb1nk that ovarall i~.try cuts of about
$1.5 billioD to $2 D111ion per year over a 3-5 per1od. larg.ly
correct.s a lot o! the._ eUser.panet... ~ SwaDUJ.l;y, and not
s~risingly, Chainuul HuncSta commute in his speech ware
co~1.teQt with the views .xpr••••d ~ tbe Staff at yesterdays
meeting •...- - -.._.~._-_ ---..----.-------~ - - - --- -
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Y.sterday, aeve~al other wall St~eet aPaly.t. and I met with .
aenior staff meaaez8 of ebe Pedaral C~catiOD. Commie.ion
(reC) OffLee of Plana and 'olley to di.cu.. accea. charge ~eform.
The int.enJ: of the .e.t.1Dg wu eo provide some input to the FCC as
to 1nvutoZ' expectationa for access char~e r.foZ1ll. Thu. , ebere
was a lot af diacuaaicn at the ..eting •• to e~ obj~~t1vea ot
acce•• charge refoDl (whicb all agreed was to align ~!I acces.
chaJ:ge raee .U\1Ct.ur. with cose.), the desirability a! a flash
cut ox phaaed-iD chug. in the .t¥uctur., and the politi-cal
problems w1~h impl-.neation refonl. While the staff
char&cter1~ed 1tself as still being 1n a fact-finding mod., th.~
oommenes indicated .. pradispoaie10n toward balanced r.for.m from a
revenue staAdpoint, with most ot the revenues recovered OD a
fixed ra~ t.ban vu-i.a»l. l:aaai.8. This would be highly
beneficial to tba ~.lco. &D4 consistent with our expactaeioDa al
dilc:ualees in OU¥ industnr reporc ~ale.s.d on rebruaxy 21 anc! our
Fel:l:ruuy 7 Call Hoe.. W. cODtinu. to r.cOIIIDen4 p~J:chaae of
telepbcne atoeQ glHle%ally.

In the ...tiD", t.her. was creneral agreement by the staft that:
(1) the CeDts peZ' lIlioDute cbaZ'g•• need to De a1lllcst tmt1z:ely
elimlD&te4 ancS repla.c:ecl by a flae pu-mcmeh ace••a ch&r§., to be
.1thell:' pa14 by the aDd uau or the long-4ist.anc. comp~. ~
(2) eb1. ~ebalaDcing should be accomplishec on & rough justice
buls fll:'cm tba telco. at:andpoUu:. .

The tone of thta latt.. cOIIIlAnea waa that rough :Jutice couleS be
int.r»~.t.eQ in two ways, .
(2,) i~ rAee re4uctlona conei.nu. to be dicta.teeS by 1:I1e Pee, .~~O\1gb

-



juatice mi~ht 1nvolve a $1 Dillion ~at. cut, i .•. variable
charge. reduced by $8 ))i11J.011 or $9 1:)1111= &:ad replaced by $1
billion-S8 billion of flat-~••d revenue. in the tirst year; or
(2) a .ba:p.~-·$2 billion-$' bill~an net--rate cut in the first
yea¥ wi t.h no fux-the cuts required in s\1baec;uent perioc!s.

Addie1onal1y, it was noted that ~ talcoa would benefit from
r ••tructuring r.t.. f~am a variable to a p.r-ac~e&. line baat.
since bi.;h usage LD customers would J)acOSfte more equa,liz6C!. 'In
awamary, we l:Ielieve the ovuall teAO~ of the discussion wu quit.
p08itive for the telcoa.

'rior to thi. m••ti~, on February 24, in .. sp••ch before the
C~icatioft8 Commi~tee of the National Association of
R.ecrulatory Utility ComIIiss10l1ers, Pee Chail'UD Reed Hundt
outl1neci his CUX'J:'ent view. on access charge reform. Chairman
HUDdt indicated that there should·be a si;nifiC:&nt Itap-4own in
usage based ace••• :at•• , eo be recovered b.1 the teleos through
flat, per ace... line rates. Ha Q1d note thae the aceess line
cbarges nead Slot be a1DU.1U acro.. all lin•• , which wou.lc:l be •
step away from cost-baaed p2:'icing. He also noted that in a
tran.itiOD ~o c~et1tivemarkat., th~e may also be hi.tori~al
coat. that are difficult to recoVU'. We th1nk this i. pZ'obably
ec:rect but we alao think that cv.rall i~.try euts of about
$1.5 billioD to $2 billion per reu over a 3-5 period largely
corrects a lot o! the.. 41scrapanci... IA s~, an4 not
sUIl)risino"ly, Chainuan Hun4ta comment. in bJ.. speech ware
co~1stent with the views .xpr••••d bY the Staff at yesterdays
meeting •...~_ - - _~.--~.._----..-~--.---.--_ ..-.- - -..- -- -


